General Business Conditions 


HE month of October has brought 

further evidence of business improve- 

ment, and despite some disappoint- 

ments the indications for the near 

future have continued favorable. No 
one would say that a surge of unqualified 
optimism is sweeping over the country, for the 
situation is spotted. In the equipment industries 
particularly the demand is still lagging, and 
retail trade has been held back by unseasonably 
warm weather. Nevertheless, the business in- 
dexes have been moving upward. Steel, auto- 
mobile and building operations have improved 
and the textile industries have held their 
ground. The Federal Reserve index of indus- 
trial production rose to 90 for September, from 
88 in August, and the preliminary figures indi- 
cate another and probably greater rise in Octo- 
ber. Moreover, some important upward revi- 
sions of factory schedules, which will apply to 
November, have been announced. Both secur- 
ity and commodity prices have been firm, with 
indications that buyers are willing to operate 
a little further ahead than formerly. 


The rebound in the markets, which followed 
the Munich agreement and the relief from the 
strain of the European crisis, seems to answer 
in the negative the question whether the weak- 
ness in September was due to domestic causes 
as well as the war danger. The evidence now 
is that the trend here all along has been up- 
ward. Buying was deferred during the period 
of uncertainty, but there was all the more to 
be done in the early part of October, and 
activity in cotton goods, copper, hides and 
leather and some other lines picked up strong- 
ly. The pace has slackened since the middle of 
the month, but the business is on the books 
where it will support production. 


The Automobile Outlook 


The automobile situation is of outstanding 
importance in the early business outlook. There 
are people both within and without the indus- 
try who fear that retail sales of the new models 
will fall short of the rising hopes; but the early 
indications as given by dealer orders and field 
reports are encouraging. Both General Motors 
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and Chrysler have announced upward revision 
of their assembly schedules, due to continuing 
heavy dealer orders. October output is esti- 
mated at around 225,000 cars and trucks, U. S. 
and Canada, compared with 89,000 in Septem- 
ber. November will show a further rise to 
possibly 350,000. Many believe that the auto- 
mobile industry reeeived less than its usual 
share of national income during the last model 
year, which should mean a carryover of demand 
into this season; and exhaustion of dealers’ 
new car stocks, reduction of the used car sur- 
plus, improving consumer income, and deferred 
replacement requirements are all factors in the 
rising optimism. The new models are lower in 
price than last year’s cars, a reduction which 
the manufacturers hope to make up by lower 
costs of materials and increased efficiency. 

November automobile sales figures will sig- 
nify a great deal to all lines of business. If 
they are favorable many other industries can 
draw encouragement from them. In any case, 
the automobile industry will pay out far more 
in wages and materials than last season, and 
everyone selling to it, or to the people whom 
it employs both directly or indirectly, will have 
a better market. Using the General Motors 
Corporation as an illustration, its quarterly 
statements show that in the last model year 
(ended Sept. 30) its dealers in this country sold 
107 new cars for each 100 purchased by them 
from the corporation. In the same period the 
inventories of the corporation decreased, in 
dollar value, 34 per cent. These figures indicate 
that during the twelve months the corporation 
received materials for less than two-thirds the 
number of its cars sold to consumers. The 
other third represented drafts upon inventory. 
Of course, this reduction of inventory cannot 
be repeated in another year, and the Corpora- 
tion’s purchases and production must be more 
in line with sales. 

The Chrysler quarterly reports warrant the 
same general conclusion, and it doubtless ap- 
plies to other automobile manufacturers, and 
in some degree to all the manufacturing in- 
dustries. Inventory reduction was substantial 
during the first half of this year, and continued 
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during the third quarter, according to the lim- 
ited information available, although production 
was expanding rapidly. The evidence from 
available balance sheets suggests that inven- 
tories of leading manufacturing corporations 
have been cut more than 25 per cent in twelve 
months. Department store stocks are 13 per 
cent under a year ago. This is one of the sources 
from which the upswing derives impetus. 


Sharp Rise in Building 


The October building figures thus far received 
are little short of sensational. Contracts awarded 
during the first half of the month represented 
the highest daily rate since 1930. As compared 
with a year ago the increase was 87 per cent, 
including gains of 61 per cent in residential, 
127 in public works, and 88 in the “non-resi- 
dential” classification, which includes institu- 
tional building financed by public funds. As 
between publicly and privately owned construc- 
tion, the increase in the former was 164 per 
cent, in the latter 38 per cent. 

This carries on an improvement in building 
reports which has been evident since Spring. 
Through the first nine months of the year 
contract awards totaled 6.7 per cent less than 
in the same period of 1937, according to the 
Dodge reports. However, the last quarter of 
the year should easily make up this decrease. 
The accompanying chart shows the trend in 
Se 
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Contracts Awarded for Residential Construction 
(Daily Average Basis) 
residential construction, which includes in ad- 
dition to the usual types of dwellings a number 
of large scale slum clearance and rental pro- 
jects carried out both by private enterprise 
with F.H.A. insurance and by the U. S. Hous- 
ing Authority. As a rule the peak is made in 
the Spring, but there has been no seasonal 
decline this year. Awards in this class of 
building, and also of public works contracts, 
will continue; and the activity of the Federal 
Housing Administration in insuring mortgages 
indicates that single house construction also 
will be maintained. Of course only a small part 
of the projects for which contracts have been 
awarded in the past few weeks are actually 
under construction as yet. ; 
Steel prices have had sharp fluctuations 
during the month, with quotations first being 


cut, then restored; but the net effect has been 
to give the industry more orders and to main- 
tain a rising rate of operations. In the last 
week of the month ingot production was at 
about 54 per cent of capacity, compared with 47 
a month earlier. The price cut of $4 a ton, made 
by all companies on rolled products, was a re- 
adjustment of the list to the actual market, 
which had been set by price-cutting sales. 
However, it was followed by further reported 
shading of list prices, which made the situa- 
tion untenable for producers at their present 
level of costs, and restoration of the old list 
followed. Meanwhile buyers had an oppor- 
tunity, and the backlog of orders on mill books 
has improved, indicating that November opera- 
tions will advance further. 

Touching briefly on other industries, coal 
production and electric power output have both 
advanced to new highs for the year. Sales of 
chemicals and paper have improved. Little 
pickup is apparent in electrical equipment of 
the heavier types. Department store sales in 
the four weeks ended Oct. 22 were 13 per cent 
below last year, and October sales have not 
made the usual seasonal gain over September, 
due apparently to warm weather which inter- 
fered with sales of Fall apparel. The textile 
industries have had little feature except 
strength in woolen goods; Spring lines were 
marked up shortly after they had been opened, 
due in part to strength in raw wool, and in 
part to indications for a good Spring season. 


Business Sentiment Conservative 


We have reserved for a concluding comment 
a fact reported by many observers of the busi- 
ness situation, namely, that business sentiment 
has not shown improvement equivalent to the 
rise in the business indexes. Unquestionably 
many business men are depressed by the thin 
and uncertain margin of profit which they can 
obtain, and which is emphasized by the third 
quarter reports summarized elsewhere in this 
Letter. It is natural and correct to judge 
whether business is good or bad by whether it 
is profitable or not, for unless it is profitable 
there is not much inducement to go ahead with 
new investments in plant and productive facili- 
ties, which have always represented a great 
proportion of the business of this country. 

Furthermore, business men fear that the rise 
has been due too much to Government spend- 
ing and that it will not last longer than the 
spending lasts. At best they cannot see far 
ahead, and naturally this limits their willing- 
ness to undertake new projects or capital 
improvements, even if they are able. It is 
undeniable that Government spending has a 
depressing as well as stimulating effect. 

From this position it is but a step to the 
argument often made that private investment 
will not recover to take up where the Govern- 
ment spending leaves off, and that the present 
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rise will be chiefly in consumer goods and 
therefore of limited although unknown extent. 
If the premise of this argument is accepted the 
conclusion is correct. Consumer goods alone 
cannot carry on a forward movement indefi- 
nitely. Since the business indexes have now 
improved for five months, and will likely rise 
again in November, to around 30 per cent above 
the low point in May, it is perhaps not too early 
to bring the point out. This has been one of the 
sharpest advances in business that this coun- 
try has ever experienced; and unless it spreads 
more completely into the equipment industries 
including railway and utility materials, machin- 
ery and farm implements, the ultimate extent 
of the recovery is open to question. 

However, it is far from certain that the 
answer will be unfavorable, and practical de- 
cisions can be wrong by underestimating the 
outlook as well as overestimating it. The 
building improvement is powerful support from 
the capital goods side. The Government spend- 
ing will not reach a peak until next Spring, and 
with new proposals for direct and indirect ex- 
penditures on national defense, it is not clear 
that the tapering off will be sharp after the 
peak is passed. Finally, the upturn is still too 
young to bring new maladjustments in the way 
of accumulated stocks of goods, fresh rises in 
industrial costs or others which ordinarily stop 
an uptrend; and even if this rise does not ex- 
tend beyond consumer goods and building it 
could go further, while the worst to be expected 


within the near future would be a levelling 
off. 


Money and Banking 





With United States gold receipts during the 
first half of October alone exceeding $300,- 


000,000, largely representing engagements 
made during the critical last days of September, 
the total reported net inflow of gold for the 
four weeks ended October 29 reached $412,- 
000,000 as against $520,000,000 imported in 
September. Altogether, since the flow of capi- 
tal turned this way early in July, gold receipts 
have approximated $1,160,000,000, of which 
London contributed over $800,000,000, Amster- 
dam $75,000,000, Sweden $40,000,000 and Japan 
$90,000,000. Stated in another way, it took less 
than three months to add the latest $1,000,000,- 
000 to our already huge gold stocks, bringing 
them to $14,051,000,000 on October 26. 

It will be recalled that the United States 
experienced withdrawals of foreign capital 
during the last quarter of 1937 and first half 
of this year. Nevertheless, owing to our large 
surplus of exports in the merchandise trade, 
the gold holdings of the country showed no 
decrease and in fact continued to increase slow- 
ly during the period. Now that the capital 
movement is again in this direction, while the 
mechandise trade balance continues heavily in 


our favor, the rise of our gold holdings has been 
accelerated accordingly. 

Apart from the extraordinary rise in the gold 
stock, the most striking feature of the domestic 
money situation continues to be the equally 
extraordinary increase in the quantity of idle 
funds in banks. Owing partly to the gold im- 
ports and partly to United States expenditures 
for relief and other purposes out of funds 
accumulated in the Reserve Banks, the excess 
reserves of member banks rose approximately 
$400,000,000 during October to $3,280,000,000, 
a new all-time high save for one week in De- 
cember, 1935. Of this total $1,700,000,000, or 
approximately 50 per cent, was in New York 
City, though this represented in large part 
abnormally large deposits by out-of-town 
banks. Nor does the end appear to be in sight. 
With gold still coming, and with the Treasury 
holding large spendable sums in the form of 
unpledged gold and deposits in the Reserve 
Banks, excess reserves seem likely to go much 
higher, though the movement may be slowed 
down temporarily by rising currency require- 
ments before Christmas. 

The rise of member bank earning assets, 
in progress since July, carried further during 
October, totals for weekly reporting institu- 
tions reaching a new high since January, up 
$850,000,000 from the low. Aside from a con- 
tinued growth in the investment portfolio of 
the banks, the principal change in the assets 
consisted of a rise of $74,000,000 in loans to 
brokers and dealers in securities at New York. 
Notwithstanding the promising upturn of gen- 
eral business, borrowing for commercial pur- 
poses remained slack. 

Deposits of reporting banks expanded rapid- 
ly during the month and on October 19 stood 
at $28,208,000,000, compared with $25,620,000,- 
000 at the March low for the year, and a new 
record high. 


Money Rates and Bond Market 


On passing of the war crisis, the money 
market lost all semblance of the nervousness 
manifested a month ago. In the short-loan 
market, discount rates under 0.03 per cent for 
Treasury bills were indicative of the pressure 
of funds seeking employment. In the bond 
market, high grade issues displayed renewed 
activity and strength, with several of the long- 
term Treasury loans reaching new high levels. 
Among other groups, lower rated utility bonds 
responded to what was interpreted as more 
favorable news from Washington, while 
medium and lower grade rail issues were helped 
by improved traffic prospects. 

The volume of corporate financing during 
October was the largest since June, 1937. The 
offerings in general were well taken, and in 
numerous cases sold at a substantial premium 
over the subscription prices. Following is a 
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ist of the large issues and the terms upon 
which they were offerea. 


Principal Corporate Offer.:.¢¢ in October 


Public Serv. Co. of No. Ill. ist Mtge. 3%s 
1968 at 103 
Ohio Pr. Co. 3%s 1968 at 101% 
Wisconsin El. Pr. 1st Mtge. 3%s 1968 
at 103% «- 55,000,000 
Firestone Tire & Rub. Co. Deb. 3%s 1948 
at 99% 50,000,000 
Union Carbide & Carbon Corp. Deb. 351953 *40,000,000 
Virginia El. & Pr. Co. 1st & Ref. Mtge. 
34s 1968 at 103% 
Michigan Con. Gas Co. ist Mtge. 4s 1963 
at 97% 
Michigan Con. Gas Co. 4% Serial notes, 
1939-48 at 103% -97% 
Washington Gas Lt. Co. Ref. Mtge. 4s 1963 
at 101 
Carrier Corp. 4%s Deb. 1948 at 100 eo 


$80,000,000 
55,000,000 











37,500,000 





34,000,000 
8,000,000 


*8,500,000 
2,500,000 











*Sold privately. 


Of a total of around $375,000,000 of new 
corporate issues, only about $69,000,000 repre- 
sented new capital, the balance being for re- 
funding purposes. As indicated by the follow- 
ing table, the volume of corporate issues in- 
volving new capital showed a substantial in- 
crease during the Summer, accounting during 
June and July for a major part of the financing 
of those months: 


Total Corporate Issues* 
(In Million Dollars) 
1937 : ¥ 
Monthly Average New Capital Refunding Total 
First Quarter 29.2 208.2 337.4 
Second “ a 111.6 256.9 
Third - . 61.2 132.3 
Fourth “ 2. 31.3 73.8 





Total for Year 1,207.2 2,401.7 


1938 
Monthly Totals 
January 3. 
February 62. 
March i 57. 
April fd 66. 
May i 25. 
June 95. 
July 29. 1. 180.5 
August le 211. 335.8 
September é 49.1 110.0 
October (Preliminary) i 306.0 375.0 





293.9 
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Total, 10 months 928.5 1,669.4 


*Source: Commercial & Financial Chronicle through 
Sept., 1938. 


Relaxation of Tension Abroad 


Abroad, the passing of the war crisis was 
followed by a relaxation of tension caused by 
withdrawals of bank deposits, unprecedented 
movements of capital and expenditures for war 
preparations. During the crisis the French 
and German circulation established new high 
records, the latter exceeding for the first time 
Rm. 8,000,000,000, while Bank of England notes 
outstanding rose almost £27,000,000 in three 
weeks, reaching £506,000,000 on October 6. 
Widespread demand also sprang up for Dutch 
guilders, Swiss francs and American dollars. 
Dollar currency usually flows back to this 
country in late Summer and early Fall because 


of the previous disbursements of tourists, but 
this year the movement was reversed and the 
exports of dollar notes in September were the 
largest on record. The following table indi- 
cates the expansion of note circulation of lead- 
ing European central banks during the crisis 
period, the subsequent decline and comparative 
figures for a year ago. 


Volume of Currency Outstanding 
(Figures in Millions) 


End of End of End of Middle of 

Sept., Aug. Sept., 

1937 1938 1938 
Great Britain (£).... 489 480 506* 
France (francs) . 101,760 124,428 110,555 
Germany (marks) .... 6,868 8,023 7,040 
Switzerland (francs) 1,554 1,933 1,734 
Netherlands(guilders) 939 1,141** 1,033 
Belgium (belgas) 4,296 5,100 4,700 


*October 6. **October 3. 


With the subsidence of panic and with recov- 
ery of bank deposits, foreign money and secur- 
ity markets responded favorably. The French 
Treasury was able to place over Fr. 2,000,000. 
000 of Treasury bills in the first days of Octo- 
ber, and in London short-term money rates 
dropped faster even than they had risen. By 
October 11 three-months bank bills were down 
to 11/16 of 1 per cent from 1 25/32 per cent on 
September 28. London gilt-edged bonds and 
stocks recovered most of their earlier losses, 
easing again later. As war risk insurance rates 
fell and competition for shipping space abated. 
tne gold market once more assumed a more 
normal aspect. Moreover, resales of gold from 
private hoards have practically ceased. Foreign 
exchange strengthened in terms of the dollar. 
indicating a moderation of the capital flight 
from European centers. The pound sterling 
rallied strongly in New York from $4.60 to 
$4.8334 during the three days following the 
announcement of the Munich Conference, but 
relapsed below $4.80 in the later weeks of 
October. 

Although the September crisis was accom- 
panied by currency hoarding and unprecedent- 
edly large capital movements, it had no effect 
upon the visible gold reserves in Europe, and 
did not lead to any general change in official 
discount rates, the Bank of France alone in- 
creasing its rate, from 2% to 3 per cent. Central 
bank open market purchases of securities, to- 
gether with stabilization fund operations, cush- 
ioned the movements of gold and capital, in 
this way sparing the money markets the full 
impact of the crisis. An indication of the 
magnitude of the concealed operations of sta- 
bilization funds appeared in the huge shipments 
of gold to the United States. While some of 
this gold is known to have originated from 
private hoards in London, the bulk of it prob- 
ably came from the unreported holdings of the 
various stabilization funds. The London Econ- 
omist estimates that the British Equalization 
Account lost in the six months to September 
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30 about £165,000,000 ($800,000,000), despite 
large purchases of dishoarded metal in London, 
and that its reserves were reduced to about 
£140,000,000 ($680,000,000). In addition, of 
course, to gold in the Equalization Account, 
British gold reserves include the holdings of 
the Bank of England amounting to £326,000,- 
000, still carried at the old gold parity and 
equivalent at current gold prices to $2,690,- 
000,000. 
Pressure on the Pound Continues 

Contrary to any expectations that the re- 
moval of the threat of war would lead to 
repatriation of European capital, the efflux 
continued, but on a smaller scale. Commenting 
on this movement, the London Statist of 
October 15 makes the following interesting 
observation : 


The really “hot money” in London left during the 
crisis. What has been leaving during the past week, 
according to the evidence of banks in the City, has 
been the “good hot money,” i.e., foreign deposits which 
had been maintained here for a long time and which 
could not hitherto be classified as part of the volatile 
international short loan fund. In the same category 
must be placed the conversion into dollars of the pro- 
ceeds of recent foreign sales of gilt-edged securities. 


According also to the London Economist of 
the same date, the sterling area has been draw- 
ing upon balances in London that had been 
regarded as permanent. 

The tendency towards a contraction of sterl- 
ing bloc funds in London had already begun 
before the September crisis, having its origin 
in the adverse effects upon the pound of de- 
clining trade of Great Britain and less favor- 
able balances of sterling bloc countries, and 
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in the desire on the part of owners of capital 
to have their funds further removed from the 
centers of political disturbance. More recently, 
better business news in the United States, to- 
gether with prospects of increased spending 
on armaments in Great Britain, involving 
heavier borrowing and taxation, have con- 
tributed to the flow of funds to New York and 
to a fresh decline of the pound to a range of 
$4.73 - 4.78. The Dutch and Swiss exchanges, 
on the other hand, have been much steadier, 
being supported by the repatriation of funds 
from London. Since the war crisis, the Dutch 
guilder has broken away from sterling and has 
been moving independently. 


Third Quarter Profits 


Corporate reports issued during the past 
month show that profits of most industrial 
companies in the third quarter continued to 
run sharply below those of the same period 
last year. As compared with the second quar- 
ter of this year, however, numerous companies 
made some improvement in earnings as a re- 
sult of having lowered their operating ex- 
pensés, increased their volume of business, or 
a combination of both. 


Reports published ta date by 290 manufac- 
turing and trading companies show combined 
net profits, less deficits, of approximately $107,- 
000,000 after taxes for the third quarter, com- 
pared with $105,000,000 for the same companies 
in the preceding quarter and with $307,000,000 
in the third quarter of 1937. The decline was 











. PROFITS OF LEADING INDUSTRIAL CORPORATIONS FOR THE FIRST NINE MONTHS 
Net Profits Are Shown After Depreciation, Interest, Taxes and Other Charges 
and Reserves, but Before Dividends. 


Net Worth Includes Book Value of Outstanding Preferred and Common Stock 
and Surplus Account at Beginning of Each Year. 


(In Thousands of Dollars) 








Group 


Net Profits Per 
Nine Months Cent 


1937 


1938 Change 


Net Worth 
January 1 


1937 


1938 


Per 
Cent 


Annual Rate 
of Return 


Change 1937 1938 





Autos — General Motors ............ $154,958 


Auto Equipment 
Baking 
Brewing and Distilling ...... 
Building Materials ........... 


Chemicals 
Coal Mining 
Electrical Equipment  ..........csc0se0 
Food Products—Misc. .... _ 
Heating and Plumbing ............. eoee 


Household Goods and Sup. 
Iron and Steel—U. S. Steel. 
Iron and Steel—Others.........0« die 
Machinery 
Merchandising 


Mining, Nonferrous ......ccccsccsrssees 
Office Equipment . ibe 
Paper Product .....cccccccrsssreee seresseees 
Petroleum 
Railway Equipment  ..cccccocccsscceee 


Textiles and Apparel ...... 
Misc. Manufacturing .............000000 
Mise. Services 
































Total 








23,662 
14,325 

9,281 
25,458 


122,385 


22,719 
95,353 
104,470 
23,645 
8,768 


23,538* 
17,334 
7,208 
73,981 
13,694 


18,620 
51,903 
10,490 


$951,494 


$38,388 
D-2,495 
15,925 
6,988 
11,184 


60,013 
D-6,285 
26,478 
48,921 
D-1,322 


13,716 
D-12,150 
D-8,912 
6,907 
1,907 


16,838* 


639 
24,829 
5,229 


$305,967 


$970,843 
152,535 
228,424 
82,692 
311,810 


1,035,849 
172,311 
589,517 
555,522 
196,769 


172,439 
1,564,517 
1,393,655 

131,624 

136,594 


206,512 
124,289 

91,780 
966,129 
120,932 


129,657 
406,376 
233,661 


$992,305 
159,038 
223,910 
91,692 
327,823 


1,111,022 
170,960 
597.072 
552,624 
203,407 


177,028 
1,592,212 
1,517,924 

145,748 

141,068 


209,030 
132,473 
100,151 
996,305 
126,045 


132,453 
436,521 
236,068 





$9,974,437 $10,372,879 
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65 per cent from the third quarter of last year, 
when earnings were still upon a high level. 
About three-fifths of the companies made a 
better showing in the third quarter of this 
year than in the second, with gains registered 
by many producers in the metals, machinery, 
food products, chemical, building materials and 
textile industries. 

The longer term trend of industrial profits 
is shown in the accompanying chart, which 
gives an index computed from rate of return 
upon net worth of 200 leading corporations 
and adjusted for seasonal variation, together 
with the Annalist Index of Business Activity. 
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Quarterly Index of Industrial Corporation Profits and 
The Annalist Index of Business Activity. 1926 — 100. 
Indexes Adjusted for Seasonal Variation. 


The Nine Months’ Profits 


Cumulative figures of the 290 industrial cor- 
porations which have reported for the first 
nine months of 1938 show combined net profits, 
less deficits, of approximately $306,000,000, 
compared with $951,000,000 for the same com- 
panies last year, representing a decline of 68 
per cent. These companies had an aggregate 
net worth of $10,373.000,000 at the beginning 
of 1938 and $9,974,000,000 at the beginning of 
1937, upon which the nine months’ profits were 
at the annual rates of 3.9 per cent, as against 
12.7 per cent. 


The preceding summary of our usual tabu- 
lation for the first nine months gives the com- 
parative net profits, net worth and annual 
rate of return, classified by major industrial 
groups. Approximately 30 per cent of the lead- 
ing industrial corporations reporting thus far 
show deficits for the first nine months of 1938, 
as against only 5 per cent for the same period 
iast year. 


Change in Nine Months’ Sales 


Sales figures now available from a repre- 
sentative group of forty manufacturing cor- 
porations covering the first nine months total 
$2,490,000,000 as compared with $3,401,000,000 
in the same period last year, a decline of 27 
per cent. Changes among the individual com- 
panies in different industries, however, were 
extremely uneven as may be seen from the 
list which follows: 
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Per Cent Change in Nine Months’ Sales, 1987-1938 


Manufacturing Merchandising 


Air Reduction Co. —27.8 American Stores Co. — 4.7 
Allis-Chalmers Mfg. — 4.8 Barker Bros. Corp. —19.5 
American Colortype Co. — 9.0 Bond Stores, Inc. — 4.2 
American Radiator Co. —23.0 Consol. Retail Stores — 81 
Atlas Powder Co. —16.6 Crown Drug Co. — 18 
Baldwin Locomotive — 0.8 Edison Bros. Stores + 0.6 
Beatrice Creamery Co. — 5.7 Marshall Field & Co. —21.0 
Caterpillar Tractor —31.2 M. H. Fishman Co. + 3.6 
Continental Steel —45.1 Grand Union Co. — 2.4 
E. I. du Pont & Co. —24.9 W. T. Grant Co. — 5.6 
Douglas Aircraft Corp. +49.9 H. L. Green Co. — 8.9 
Flintkote Company — 5.8 Interstate Dept. Stores —17.7 
Florence Stove Co. —27.9 Jewel Tea Co. + 2.6 
General Electric Co. —26.2 S. S. Kresge Co. — 7.0 
General Foods Corp. — 2.8 S. H. Kress & Co. — 7.5 
General Motors Corp. —42.7 Kroger Groc. & Bak. — 83 
Hercules Powder Co. —32.1 Lane Bryant, Inc. —11.3 
Interlake Iron Corp. —61.6 Lerner Stores Corp. — 6.7 
Johns-Manville Corp. —24.9 McCrory Stores Corp. — 3.7 
Kimberly-Clark Corp. — 3.9 McLellan Stores Corp. — 5.3 
Lone Star Cement — 5.8 Melville Shoe Corp. — 7.8 
Maytag Company —51.2 Montgomery Ward — 3.3 
Mengel Company —88.5 G. C. Murphy Co. — 3.6 
Minn.-Honeywell Reg. —34.2 National Tea Co. —12.8 
Natl. Cash Register —12.6 Neisner Bros., Inc. —13.9 
Otis Elevator Co. +12.0 J. J. Newberry Co, — 5.0 
Phillips Petroleum — 82 J. C. Penney Co. — 8.4 
Remington Rand, Inc. -—16.9 Peoples Drug Stores — 4.2 
Ruberoid Company —25.4 Reliable Stores Corp. —26.8 
Sharon Steel Corp. —61.6 Rose’s 5-10-25¢e Stores — 5.8 
Shell Union Oil — 2.6 Safeway Stores, Inc. — 4.2 
Standard Brands —12.0 Schiff Company — 9.5 
Superior Steel Corp. —10.7 Sears, Roebuck & Co. —10.0 
Thatcher Mfg. Co. — 5.6 Spiegel, Inc. — 9.7 
Thompson Products —83.4 Sun Ray Drug + 5.4 
Tide Water Assoc. Oil — 3.4 Union Premier Food +34.0 
Union Oil Co. — 5.1 Walgreen Co. — 19 
Westinghouse Electric —22.8 Western Auto Supply — 5.0 
Wheeling Steel Corp.  —36.9 F. W. Woolworth Co. — 1.8 
Yellow Truck & Coach —41.0 

As in the earlier part of the year, sales 


figures reported by the leading chain store, 
department store and mail order houses for 
the nine months showed much smaller de- 
creases from last year than did those of manu- 
facturing corporations. Total sales of the group 
of merchandizing organizations declined from 
$2,506,000,000 to $2,340,000,000, or by less than 
7 per cent, and a few companies were able to 
make increases this year. 


Decline in Utility Earnings 


A group of 25 important public utility sys- 
tems supplying electric, gas and other services 
reported for the twelve months ended Septem- 
ber 30, 1938 a decrease of only 2 per cent in 
gross revenues as compared with a year ago. 
Because of higher operating expenses and 
taxes, their net income after charges declined 
by 14 per cent. 


The American Telephone & Telegraph Com- 
pany and its principal telephone subsidiaries, 
reporting for the twelve months ended August 
31, 1938, had consolidatea gross revenues 1 
per cent higher than those of a year ago. Be- 
cause of the increase in costs and taxes that 
have affected practically all utilities, however, 
the net income available for dividends to share- 
holders (including minority interests) declined 
by 20 per cent. 


Trend of Railroad Earnings 


Total operating revenues of the class 1 rail- 
ways during the first nine months of this year 
were about 19 per cent below those of last year. 
Operating expenses for transportation, main- 
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tenance and other purposes were cut sharply, 
but not sufficiently to offset the loss in rev- 
enues. Tax payments and accruals, including 
payroll taxes, were higher than last year. Net 
operating income before interest charges 
dropped by 56 per cent, and after interest there 
was a net deficit of around $175,000,000, in con- 
trast with a net income of $79,000,000 last year. 


During the third quarter, however, there was 
a marked narrowing of the spread in gross and 
net income as compared with that of last year, 
and the upward trend of business activity and 
carloadings thus far in the fourth quarter 
stands out in striking contrast with the sharp 
downward trend of a year ago. 

For the full year 1938, it has been estimated 
that the net deficit of all class 1 railroads will 
amount to between $150,000,000 and $175,000,- 
000, even after allowance for some improve- 
ment in the fourth quarter. This deficit would 
be larger than that incurred in any previous 
year of the depression, including even 1932. 


Although the Transportation Act of 1920 
directed the Interstate Commerce Commission 
to establish freight and passenger rates that 
would permit the carriers to earn a “fair rate of 
return” upon the official property valuation of 
the railroads as a whole (tentatively set at 534 
per cent), the actual return has not reached 
this figure in any year since the Act was passed. 
In the years 1921-29, the annual rate of return 
averaged only 4.3 per cent, and in the years 
1930-37 it averaged only 2.1 per cent. 

With the sharp decline in revenues during 
the years following 1929, the railroads were 
forced to curtail drastically their expenses for 
operation and maintenance, and also new capi- 
tal outlays on roadways, structures, rolling 
stock and other equipment. This involved a 
sharp decrease in their purchases of the prod- 
ucts of other industries, and a reduction by one- 
third in the number of their own employes. 

During this period wage rates were not dis- 
turbed, except for a temporary deduction of 
10 per cent in 1932, which was fully restored 
by 1935 and followed by increases of 5 to 7 
per cent last year. Average annual compensa- 
tion per employee was $1,744, in 1929, and since 
then has never been below $1,445, and in 1937 
rose to a new high of $1,780. 


As we go to press, the Emergency Fact- 
Finding Board appointed by President Roose- 
velt has just released a summary of its report, 
in which it recommends that the railroads 
abandon their proposal to reduce wages by 15 
per cent. The notice of a wage reduction was 
originally served on the railway unions last 
May, but when direct negotiations and the 
efforts of the National Mediation Board did 
not result in an agreement, the unions threat- 
ened a national strike, creating an emergency 
which called for the appointment of the fact- 
finding board. 
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In our May 1938 issue, a simplified statement 
of all class 1 railways was given for the seven- 
year period 1930-1936, prepared from the de- 
tailed reports filed with the Interstate Com- 
merce Commission. Figures for the year 1937 
have since become available and are included 
in a revised table, which is given below as a 
condensed statement of the disposition of rail- 
road revenues for the past eight years. 


All Class | Steam Railways 
January 1, 1930 to December 31, 1937 


(In Millions of Dollars) 





























Total operating revenues.......cccccsccesssesees $30,628 
Other receipts 1,740 
Total receipts $32,368 
Cost of service: 
Goods and services purchased from 
others a 8,537 
Rent for leased lines and equipment... 1,365 
Depreciation 1,591 
Interest 4,105 
Total 15,597 
Balance remaining 16,771 
Divided as follows: 
Wages and salaries 
(81.8% of “balance remaining’’)........ 13,705 
Taxes 
(13.6% of “balance remaining”’)........ 2,299 
Income available to stockholders 
(4.6% of “balance remaining”) ........ 767 
TIPE. sche cisntsisaennspeiiabeesehensnbbabinebiptenanncsione $16,771 





Little comment on this statement is neces- 
sary except to point out that, after payments 
of the charges over which the roads have 
but limited control, 81.8 per cent of the bal- 
ance remaining went to the employes, who 
contributed their labor, and only 4.6 per cent 
to the shareholders, who contributed their 
capital, while governments took 13.6 per cent 
in the form of taxes. 


The Farm Situation and the A.A.A. 


Although the Agricultural Adjustment Act 
of 1938 is but eight months old, there seems 
to be general agreement that moves will be 
made in the next Congress to amend it. The 
Act contains about 23,000 words and fills 52 
printed pages, but it has not said the last word 
on the farm policies of this country any more 
than its predecessors did, and both its friends 
and its critics want changes. Secretary Wallace 
has made three major speeches, one each to the 
wheat, cotton and corn growers, in which he 
defends the present program with force and 
sincerity; but he wants processing taxes re- 
established, especially on wheat and cotton. 
He argues that “income parity” for wheat and 
cotton growers is realizable, if at all, only 
through Government payments; hence his in- 
terest in providing a continuous source of 
revenue, independent of annual appropriations, 
out of which to make these payments. Also, 
processing taxes, if calculated according to the 
parity formula, would make larger payments 
possible. 
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Of course manufacturers and consumers will 
not share Mr. Wallace’s enthusiasm for pro- 
cessing taxes, nor will the economists whose 
studies have indicated that they reduce con- 
sumption. Among the considerable number 
of farmers who are criticising the Farm Act 
the question is undoubtedly of secondary in- 
terest. They are judging the farm program 
not by its financing but by its practical results, 
namely, by the situation and outlook in the 
markets for their products, the prices they 
receive, and the amount of money they have 
taken in when their year’s work is done. 


Current Farm Prices 


Most of the price-supporting devices in the 
Farm Act have been called automatically into 
play by weakness in the markets this year, but 
even with Government loans and subsidies 
prices of grains are lower than they were when 
the original A.A.A. went into effect in 1933, 
and cotton is hardly better. The following 
table gives prices of principal farm products on 
May 15, 1933 (the original Act was signed 
May 12) and on October 29 this year: 


Prices of Agricultural Products at the 
Principal Markets 
May 15, 
1933 


Oct. 29, 
1938 


66.75¢ 


Commodity Unit 
Wheat 5 75.75¢ 
Corn " 45.00c 42.37¢c 
Oats a 27.37¢ 27.00c¢ 
Cotton ‘ 8.85¢ 8.93¢ 


Hogs k 4.70c 7.86c 
Steers " 6.17¢ 10.25¢ 
Butter i 23.63c 26.68c 
Eggs 13.75¢c 24.00c 
Wool Lb. 59.50c¢ 71.50c 


The improvement in livestock prices is no- 
table, and is attributable to the drouth years 
and the accompanying liquidation of breeding 
stock, the pig slaughter, and improvement in 
consumers’ incomes, which meat prices closely 
reflect. The significant showing of the table, 
however, is the low prices of cotton, wheat and 
corn, to which the adjustment programs have 
chiefly applied. In each of these staples Gov- 
ernment loans are being made and production 
control policies are in effect. Wheat exports 
are being subsidized. Nevertheless prices are 
as shown. After five years of effort the evi- 
dence of the markets is that cotton and grain 
growers are far from the balanced production 
and consumption which the farm program 
seeks. Their income improvement, 1938 over 
1933, is represented largely by direct Govern- 
ment payments and by price-supporting devices 
operated at the Treasury’s expense. 

Grain and cotton producers will agree with 
Secretary Wallace’s statement that they need 
more income, but it is far from certain that 
they will accept his proposal as adequate. 
Many farmers as well as other people sincerely 
believe that the farm program is proving in- 
effective and unworkable. They believe either 
that the effort to prop up farming, which means 


propping up poor as well as good farmers, 
should be tapered off, or that something else 
should be tried; and “something else” usually 
means some form of price-fixing, or a two- 
price system involving export subsidies and 
support of domestic markets above world 
prices. 
Price-Fixing and Two-Price Systems 


Secretary Wallace recognizes the rise of “dis- 
cussion among farmers of the possibilities of 
price-fixing,” and he is industrious and effec- 
tive in pointing out the fallacies in various 
plans proposed. He should have support in his 
effort. In his speech on wheat in Hutchinson, 
Kansas, September 29, he described the inevi- 
table collapse of every price-fixing scheme 
which did not include control of production, 
while he declared that price-fixing plus pro- 
duction control “would mean a virtual mon- 
opoly by the Government of the nation’s wheat 
marketing system”. He might have added, 
based upon the experience with cotton loans 
during the past five years, that even where 
price-fixing is presumably accompanied by pro- 
duction control the effectiveness of the control 
is uncertain. There has been no lack of plan- 
ning of cotton production accompanying the 
price-fixing loans since 1933, and the cotton 
market is more gravely out of balance now 
than it was when the control began. 

Against the demand for a two-price system 
based on export subsidies, Secretary Wallace 
is sponsoring a two-price system of his own, 
based on a subsidy to domestic consumers. He 
suggests that people on relief and those in the 
lower income groups be permitted to buy 
surplus agricultural products at prices below 
the market, the Federal Treasury making up 
the difference to producers. This is a plan of 
which more will be heard in the future, as 
details are studied. The questions involved are 
serious. Where could the dividing line among 
consumers be drawn? How could the supple- 
mentary distribution be carried out without 
replacing ordinary trade and hence depressing 
and causing loss in the regular distributing 
channels? How much of the subsidy would 
prove needless and ineffective, for the reason 
that it did not accomplish a net gain in con- 
sumption? To the extent that the subsidy 
increased consumption, would not producers 
keep on producing for the subsidized market, 
thus perpetuating the problem? 

There is no basis as yet for prophesyine the 
fate of these proposals, but there is no doubt 
that the Agricultural Adjustment Act has had 
a baptism of fire and that farmers, Government 
officials and others are asking, as Mr. Wallace 
says, “Where do we go from here?” 


The Cotton Situation 
The cotton crop this year, estimated at 12,- 
200,000 bales, is a short one, according to past 
experience. In ten of the twelve seasons ending 
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with 1933-34, a period of varied business con- 
ditions, it would have been smaller than the 
world consumption of American cotton, and 
would have commanded a satisfactory price. 
Yet Mr. Wallace was doubtless correct in stat- 
ing in his cotton speech at Fort Worth that 
without the loan and acreage program the price 
this year would be down to 4 or 5 cents a 
pound. 

The world carryover of American cotton at 
the beginning of the present season was 13,- 
652,000 bales, according to the New York Cot- 
ton Exchange. Approximately 7,000,000 bales 
were held in the Government loan stock. The 
remaining free carryover of 6,650,000 bales was 
abundant but not depressingly large according 
to past standards, and the total available sup- 
ply, consisting of the free carryover plus the 
crop, or 18,850,000 bales, would have been 
considered a bullish figure in the ’20s. How- 
ever, the price declined early in the season to 
a level at which, under the law, another Gov- 
ernment loan became mandatory. The loan 
was set at 8.30 cents for middling 7%” in the 
Southern markets, with suitable differences 
for other grades and staples, and cotton has 
moved into it at a rate far above the official 
predictions. Up to October 27, 1,800,000 bales 


had been counted in the loan. Cotton mer- ° 


chants are estimating that a total of at least 
3,000,000 bales will move into it, reducing the 
“free” crop to around 9,000,000 running bales, 
or the total free supply for the season to about 
15,850,000. This supply can be augmented by 
bidding the price up to a point where with- 
drawals from the loan stock will be induced. 
Until that is done, however, the supply avail- 
able to spinners is the smallest with one ex- 
ception in 15 years. 

It is something to ponder that, with the 
situation shaping in this way, there have not 
been enough buyers willing to pay even the 
loan price for cotton; and that one-fourth of 
what a few years ago was a short crop will 
lodge in the loan stock. There has never been 
more striking proof of the change that has 
taken place, within a very few years, in the 
demand for American cotton. Total world 
cotton consumption has made great gains since 
1929, and if American cotton had held a reason- 
able proportion of this growth there would now 
be a shortage instead of a surplus. Com- 
paring even the depressed 1937-38 season with 
1928-29, world consumption oi all growths 
was 1,000,000 bales greater. Consumption of 
foreign growths was 5,250,000 bales larger. 
But consumption of American was 4,250,000 
bales smaller. The story is familiar; it is suffi- 
cient to say that a market for between three 
and four million bales of American cotton annu- 
ally has been lost to foreign growths, in part 
because the price supporting policies of this 
country have encouraged other countries to 
increase their production. 


1f 3,000,000 bales go into the loan this season 
the Government will hold 10,000,000 bales. Pos- 
sibly some of the loan cotton will be needed 
by spinners next Spring, and if so prices will 
advance and farmers will repossess and sell 
their cotton. However, repossessions can hard- 
ly be large enough to reduce the Government’s; 
holdings to any important extent. 


Cotton Provisions of the Farm Act 


What does the Agricultural Adjustment Act 
provide, as the intended cure for this record 
unbalance between supply and demand? In 
the first place, “marketing quotas” will be con- 
tinued as in 1938, subject to a two-thirds ap- 
proval by farmers who will vote in a refer- 
endum to be taken December 10. The effect of 
marketing quotas is virtually to compel all 
cotton growers to abide by the Government’s 
acreage allotments. 

The Act provides that the cotton allotment 
for 1939 shall not be less than 10,000,000 bales, 
the same as for 1938. Acreage quotas therefore 
will presumably be about the same as this year, 
when the final allotment was 28,400,000 and the 
actual harvested acreage 26,449,000. The 10,- 
000,000-bale minimum recognizes that curtail- 
ment of the cotton area, which a few years ago 
totaled 45,000,000 acres, has gone about as far 
as is practicable, if the farmers of the Cotton 
Belt are to have any occupation left. 

In practice, the Act promises to do little to 
relieve the Government of its prospective 10,- 
000,000 bale stock. If the acreage of the next 
few years is about the same as this year, the 
average crop is likely to leave comparatively 
little room for sale of Government cotton, at 
least through the usual trade channels; and 
bumper crops in some years are certain. How 
long can the mandatory loan provisions of the 
Act stand up under this prospect? 

This brief description should make it clear 
why Secretary Wallace holds out little hope 
of “parity income” for cotton farmers, except 
through continuous Government payments. 
The cotton growers this season conformed to 
the A.A.A. program and cut their acreage 22 
per cent to the lowest figure in 38 years. Never- 
theless, Mr. Wallace estimates their income 
for the present crop year at $865,000,000 com- 
pared with $982,000,000 last year; and this 
year’s estimate includes about $265,000,000 of 
Government payments compared with only 
$64,000,000 last season. The over-all decline 
is not calamitous but the proportion of Govern- 
ment payments in the income should be a 
revelation. 

The experience of the Federal Farm Board 
from 1929 to 1931 is usually pointed to as a 
classic example of futile effort to support a 
market by withholding stocks, and when the 
effort was abandoned Mr. Carl Williams, one 
of the members, summed up the experience as 
follows: 
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The Board has discovered, and hopes the American 
people have discovered, that continued purchases in 
the face of over-production is not the remedy for the 
situation. 

Yet the Farm Board at its peak never held 
40 per cent as much cotton as the Government 
is holding this season. It is now argued that 
the Board failed because it lacked control of 
production, but the present regime has ac- 
cumulated its stock while presumably con- 
trolling production, which seems to show that 
there are other errors in the calculations. It 
makes no practical difference that the impasse 
in which the cotton program finds itself has 
been brought about not by price-fixing ex- 
tremists, but by high-minded and trained men 
who have sincerely believed that there was 
a “middle way,” between unrestricted produc- 
tion and export of cotton and production only 
for the domestic market, which would lead 
cotton to self-supporting prosperity. Each 
year that passes seems to give proof that the 
“middle way” is visionary, and that it is im- 
practicable to curtail production commensu- 
rately with even the partial surrender of ex- 
port markets. 


The Wheat Situation 


Although the low wheat prices have spread 
dissatisfaction among growers, the wheat 
situation is less troublesome than the cotton 
situation in one respect, namely, that there 


was no huge surplus carried into 1938. How- 
ever, the carryover was ample, 154,000,000 
bushels, and a considerable surplus, possibly 
well over 150,000,000, will be added to it from 
this crop. Therefore another yield much above 
domestic requirements in 1939 would put 
wheat in as bad a position as cotton. The Gov- 
ernment is employing every resource of the 
farm program to avert this disaster. 


The wheat crop, 940,000,000 bushels, is the 
fourth largest on record. The total supply is 
1,094,000,000, compared with average domestic 
requirements of under 700,000,000. Unfortu- 
nately this big crop coincided with large yields 
in Canada and Europe and a good prospect in 
the Argentine. As Secretary Wallace has said, 
the exporting countries have nearly two bush- 
els available for every one they can sell, and 
the world price is depressed. Hence the de- 
cline in the Chicago contract market to around 
60 cents in the late Summer. 


To keep up wheat growers’ income and to 
prevent the unbalance between supply and de- 
mand from becoming worse, the Government 
has resorted to three measures. First, the 
mandatory loans provided in the Farm Act 
were invoked automatically by the price de- 
cline, the loan level averaging 60 cents on 
the farm and running up to 72 and 77 at 
Kansas City and Chicago, respectively. Prices 
have been continuously under the loan value 


in the terminal markets and in most country 
districts ; nevertheless surprisingly little wheat 
has been put into the loan, only 25,750,000 
bushels to October 27. The reason for this 
small use of the loan are varied. Secretary 
Wallace says the procedure is new to farmers 
and that a pioneering job had to be done. Also, 
many wheat growers were not eligible for the 
loan because they harvested a greater acreage 
than their allotments; and high premium 
wheat in favorable locations has frequently 
been worth more in the market than in the 
loan. 
The Export Subsidy 


Since the loan was not pegging the price 
effectively, and if it were effective the pegged 
price would check exports of wheat and build 
up an alarming surplus in this country, the 
Government has begun to subsidize wheat ex- 
ports, a step which Secretary Wallace has 
heretofore opposed. Naturally this program 
has depressed foreign markets and supported 
ours. At the beginning of the season South- 
western prices were on an export basis, suffi- 
ciently below the world price to cover transpor- 
tation costs. Kansas City was 15 cents below 
Liverpool; but it is now only 1 cent under and 
the Government is currently paying 17 cents 
subsidy to enable wheat and flour to be ex- 
ported. Exports to the middle of October 
totaled 35,000,000 bushels. 

The third measure taken was to set the 
acreage allotment for the 1939 wheat crop as 
low as practicable—Congress determined the 
figure by enacting that it should not be less 
than 55,000,000 acres—and to increase the 
benefit payments to cooperating farmers from 
12 cents a bushel this year to 26 to 30 cents 
for 1939. To qualify, growers will have to 
reduce acreage an average of 31 per cent be- 
low a year earlier, and there is doubt whether 
they will make such a drastic cut even for the 
greater payments. 


In reserve for next year the A.A.A. holds the 
possibility of marketing quotas, which would 
force compliance with its acreage allotments 
for the 1940 crop. 

By these measures the Government intends 
to support the price, which has now held firm 
for some weeks, and to prevent the surplus 
from rolling up as it has in cotton. That it 
can and will support the market seems prob- 
able enough, but whether it stops the snow- 
balling of the surplus will largely depend upon 
the weather. Rain has been scarce over the 
hard Winter wheat belt this Fall, and surface 
moisture is deficient. This situation has lasted 
long enough to become a market factor. It is 
not the general thing to welcome a poor crop, 
but it is plain that a large yield next year 
would load the farm program with a fresh bur- 
den of trouble. 
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Loans on Corn 


The corn crop, estimated at 2,460,000,000 
bushels, is about normal, but is large com- 
pared with the animal population. Together 
with the 350,000,000 bushel carryover of old 
corn on the farms, it represents a much greater 
than average supply per grain consuming 
animal and this explains the low price. 

The Farm Act provides only one support 
for the corn price that is available at present, 
namely, a loan on corn sealed in farm cribs. 
The Act sets forth a specific formula for de- 
termining the loan, which will fall within the 
range of 57 to 61¢ depending upon later crop 
estimates and calculations of the parity price. 
Since the farm price of corn is currently only 
about 35¢, farmers who are eligible for this 
loan, by having conformed to acreage quotas 
this year, will probably use it freely, and trade 
estimates are that the amount sealed will ex- 
ceed 200,000,000 bushels. Meanwhile, the Gov- 
ernment is ‘in process of taking over the 
45,000,000 bushels of old corn upon which it 
made loans, first at 4814¢ and later at 57¢. In 
many cases this corn is sold back, at the cur- 
rent market price, to the farmers who had bor- 
rowed upon it; the Treasury bears the loss. 

Secretary Wallace has until February Ist to 
determine the 1939 acreage allotment for corn. 
There will be no marketing quotas this year. 
Meanwhile the loan is counted upon to sup- 
port the market. But it will hardly act as a 


firm price peg, since farmers ineligible for the 
loan will need to sell their corn. 


The Butter Purchases 


With production of milk and manufactured 
dairy products the highest on record during 
the past few months, the Government has in- 
tervened to support the markets by huge butter 
purchases. Using funds advanced by the Com- 
modity Credit Corporation, the Dairy Products 
Marketing Association has bought almost 115,- 
000,000 pounds since June 16, pegging the price 
at 261%4¢ at New York. These purchases have 
nearly exhausted its authorization, but the Fed- 
eral Surplus Commodities Corporation has 
authority to buy 90,000,000 pounds, either from 
the market or the D.P.M.A.; and in October, 
through the 25th, had bought more than 20,- 
000,000, of which about half came from the 
open market. 


A large amount of the butter so purchased 
will be distributed through relief channels. 
But even if 90,000,000 pounds can be given 
away without interfering with normal distri- 
bution, supplies will still be above normal. 
This is pure price pegging. In conjunction 
with low feed costs and a favorable ratio of 
butter fat to feed prices, the operation would 
seem certain to stimulate the production of 
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butter and, except for the relief distribution, 
to reduce its consumption. Meanwhile, the 
stocks hang over the market and if they are 
not cleared before the seasonal pickup in pro- 
duction next Spring, the situation at that time 
will be difficult. 


The Fundamental Problem 


Although the A.A.A. has had the experience 
of the Farm Board to go by, the foregoing 
recital is evidence that it has problems of its 
own. It has great powers of production control, 
which the Farm Board lacked, but reduction 
of acreage and crops to fit the accumulating 
carryovers has proved to be impossible or im- 
practicable. On the other hand, the farmers 
expect the A.A.A. to maintain their prices and 
income. 

This is the dilemma which the farm program 
faces. We venture to say that it is the inevit- 
able result of continuing, as a long term pro- 
gram, measures whose soundness and justifi- 
cation were necessarily limited to an emer- 
gency. Subsidized curtailment of production 
and payments to farmers can be worth their 
cost under certain conditions, as in their initial 
use, and if infrequent. But the present situa- 
tion shows that repetition of these measures 
each year, as part of a long term program, 
tends to make the emergency lasting. 

The theory of the program is that farming 
is entitled to a calculated or “parity” income, 
guaranteed by the Government and collected 
from all occupations to be divided among all 
farmers. But if the return from farming is 
guaranteed regardless of the number of farm- 
ers, what is to prevent the low income families 
in other industries and occupations, not re- 
ceiving Government payments, from moving 
over into the farm group and claiming shares 
of the market for farm products and of the 
guaranteed income? If this should occur, will 
not the Government have a constantly increas- 
ing surplus of farmers and farm products on 
its hands, or be compelled to extend the “in- 
come parity” policy to all industries and occu- 
pations? And in that event, must it not fix 
the number of persons that shall belong to each 
group, and the income that each group shall 
have from the others? Where is the stopping 
place? 

These are the broad considerations which 
have interfered with the hoped-for long-term 
success of the farm program. They indicate 
that in revising the program the changes 
should be in the direction of encouraging the 
efficient and discouraging the inefficient. If the 
trend is opposite, toward price-fixing and two- 
price systems, the difficulty in the way of a 
lasting solution will become _ constantly 
greater. 
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To SEE A PICTURE OF TOMORROW—look at 
business ¢oday,:in a world squeezed so small 
men circle it in a handful of seconds. 


Today, a whisper in Paris finds instant echo 
in New York shops. Events in Europe register 
on businessmen’s balance sheets almost within 
the hour. Coffee prices change in Brazil—and 
a few days later American housewives pay a 
new price for coffee per pound. 


What was once the voice of a city is now 
swallowed up by the voice of the world. To- 
day the world is small—tomorrow will find 


it even smaller. 
So businessmen in the world of tomorrow 


must have eyes and ears watching the seven 
continents of the globe. And the corner shop 


is as needful of intelligent banking counsel as 
the biggest corporation. 

To give you this service, the National City 
Bank offers more than a mere depositary for 
funds, more than efficient banking—we offer a 
world viewpoint, informed on the needs of 
business today, alert to the needs of tomorrow. 


We have 73 branch banks in Greater New 
»York. Our 70 overseas offices are strategically 
located in 24 countries. Our affiliates and cor- 
respondent banks are in every commercially 
important city in the world. 

And all these associates (in constant touch- 
with headquarters at 55 Wall Street) serve as 
eyes, ears, arms to speed America’s business 
around the world of today and tomorrow. 
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